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Abstract 
In this paper we aim to perform a meta-analysis of 28 of the most recent studies regarding the European single currency effect on 
trade in order to determine, based on them, how significant the effect of the introduction of the euro was on trade flows since 1999 
until now. We also aim to offer a few explanations of the discrepancy between the recent estimates of the effects of the euro on 
trade and the previous ones, of tripling the commercial transactions (belonging to Professor Andrew Rose). The research 
methodology used refers to the study of 28 significant research articles. 
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1. Introduction 
The fact that more than 10 years have passed since the introduction of the European single currency has determined 
the economic and financial analysts to review the ups and downs of this monetary arrangement. On the one hand, the 
euro has brought along much more benefits than the Euro-skeptics had believed. Thus, the transition of the EU 
countries to EMU in 1999 took place according to the plan and the euro quickly became the world's second 
international currency. After a slow start, the European Central Bank gained credibility, the euro gained ever more 
ground and the union opened its gates for the Central and Eastern European countries. 
 
On the other hand, however, some of the Euro- warnings came true, such as the asymmetric shocks or the 
lack of popularity of the single currency among the general public (at least initially), caused by the preconceived idea 
that the euro draws price increases within the respective economy.  
 
One of the most interesting questions regarding the single currency is whether the elimination of the currency risk 
and transaction costs leads to the intensification of the trade between the members of a monetary union. Although 
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before 1999 most economists believed that the effects of the currency barriers were minor compared to those of the 
trade barriers, trade facilitation was one of the main motivations of the EMU founders. 
2. Literature Review and Hypotheses  
In the summer of 2000, Andrew Rose (2000) published a paper estimating the effect of monetary unions on trade. 
He used a panel of 186 countries (extremely different partners), analyzing their trading behavior over the period 1970-
1990, every five years. Rose also used a gravity model for the factors that affect trade (others than monetary 
arrangements), his equation becoming a benchmark for literature: 
 
1 tdtTt + CUijt + uijt, where: 
Tijt = the natural trade logarithm between countries i and j at time t; 
 
Dij = the log of distance between i and j; 
Y = the log of real GDP; 
Z = other controls for bilateral trade; 
CUijt = a dummy variable that is one if countries i and j are in a currency union at time t and zero otherwise; 
u = a well-behaved disturbance term 
the coefficient of interest, which represents the partial effect of currency union on trade (Rose, 2000). 
 
The data under study were provided by the World Trade Data Bank (WTDB), covering a very large number of 
countries, of which, however, only few were members of monetary unions. And the countries that were members of 
monetary unions were either very small or poor countries. 
 
The surprising finding was that monetary unions have a significant effect on trade. Thus, the dummy variable 
(which is equal to one if two countries are in a currency union and zero otherwise) equals 1.21 in Rose's model, which 
means that currency union members trade three times more within the union than with partners using their own 
currencies. This estimate was considered somewhat exaggerated, even by its author, Andrew Rose. 
 
Although motivated by the launch of the euro in 1999, Rose's study was based on previous data, being conducted 
on small countries. Only after several years of monetary union sufficient data was accumulated in order to allow a 
meaningful analysis of the euro effect on trade. Most subsequent investigations have attempted to demonstrate the fact 
that monetary unions cannot triple commercial transactions, attacking the so-called "Rose effect". 
 
Thus, Nitsch (2002) is one of Rose's critics who believe that by combining several monetary unions one cannot 
reach but discrepant results. Tenreyro (2001) also argues that the every five years data analysis is dangerous, since the 
commercial transactions between the Member States of the monetary unions may not be sufficiently consistent in 
terms of numbers and therefore risk becoming irrelevant. 
However, criticism mostly came from the field of econometrics. Thus, Thom and Walsh (2002) consider that the 
extended panel studies are irrelevant, especially taking into account that most monetary unions previous to the 
Eurozone were formed by either small or poor countries. 
 
Others such as Persson (2001), Pakko and Wall (2001) or Jan Fidrmuc and Jarko Fidrmuc (2000) claim the 
importance of using time series rather than cross-variations. The time series based approach provides the advantage of 
monetary union 
because these data cover the period between 1970 and the formation of the EMU, characterized by an extremely small 
number of variations measurable in time series. 
 
Most criticism regarding the importance of using time series refers to the potential effect of the euro on trade. 
However, since the euro was effectively introduced as a fiduciary currency in 2002, information on the single currency 
could only be provided from that date forward. Thus, only after several years of Economic and Monetary Union 
enough data was accumulated in order to allow a meaningful analysis of the single currency effect on trade. The 
access to recent data gave rise to new works of scholars such as Bun and Klaassen (2002), De Nardis and Vicarelli 
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(2003) and Berger and Nitsch (2004). Overall, they reached the conclusion that the number of bilateral commercial 
transactions within the Euro area increased significantly, but the effect was much less significant than that estimated 
by Rose in 2000. The central tendency shows an effect on trade of around 10-15%. 
 
In 2004, Andrew Rose performed a meta-analysis of the research that had been developed in response to his work 
published in 2000 (including those papers in which he is listed as co-author). A total of 34 such papers were taken into 
consideration. The result of the meta-analysis suggests that literature provides strong arguments for the positive effect 
of currency unions on trade. Also, taking into account the results of all 34 studies, Rose concludes that monetary 
unions can be associated with an effect between 30% and 90%. 
 
One of the most comprehensive analyses based on sectorial data is that performed by Harry Flam (Stockholm 
University) and   (Ministry of Commerce of Sweden) (2007), which compares data from 2002-2005 
with that from 1995-1998. They conclude that the euro has determined the intensification of trade within the Eurozone 
by approximately 26% and that between the Eurozone and the rest of the world by around 12%. 
 
In March 2008, Professor Andrew Rose performed another meta-analysis (Rose, 2008) of 26 of the most recent 
studies regarding the effects of the euro on trade integration and reached the conclusion that the EMU has influenced 
the trade within the Eurozone by at least 8% and 23% at the most. 
 
Richard Baldwin (2008), a professor at the Graduate Institute in Geneva, believes that the increase in commercial 
transactions in the Euro area is mainly caused by the increase in newly traded goods, as the existing companies started 
to export a wider range of products within the Eurozone:  of newly traded goods - the euro stimulates 
the export of new products rather than simply determining the increase in the volume of previously traded  
 
In a relatively recent paper, Frankel (2008) tries to analyze the importance of three factors when explaining the 
discrepancy between the estimations of Professor Rose and the recent estimates regarding the euro effect on trade 
flows. He stresses the need of taking into account the effect of the common monetary policy on the rate of economic 
growth in the Euro area countries; indeed, the interest rate set by the ECB has proven to be too high for the slow-
growing economies that have a low inflation level, such as Germany or Italy, and too low for the fast growing 
countries such as Spain, Ireland or Greece. 
3. Methodology  
3.1. Research Goal 
In this paper we aim to perform a meta-analysis of 28 of the most recent studies regarding the European single 
currency effect on trade in order to determine, based on them, how significant the effect of the introduction of the euro 
was on trade flows since 1999 until now. We also aim to offer a few explanations of the discrepancy between the 
recent estimates of the effects of the euro on trade and the previous ones, of tripling the commercial transactions 
(belonging to Professor Andrew Rose). The research methodology used refers to the study of 28 significant research 
articles. 
3.2. Analyses and Results 
The effect of the euro on trade ranks between 8% and 26%. 
  
Specific literature offers three main explanations of the discrepancy between the recent estimates of the effects of 
the euro on trade and the previous ones, of tripling commercial transactions: 
 Time is needed for the effects on trade to occur with maximum intensity; 
 Monetary unions have much less significant effect on large countries; 
 Rose's estimates proved to be exaggerated also because he did not take into account the endogeneity of the 
decision to form a monetary union. In other words, bilateral monetary relations have always been the result of 
bilateral trade relations and not their cause. 
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Frankel (2008) tries to analyze the importance of each of the three factors for explaining the discrepancies 
between the estimations of Professor Rose and the recent estimates. Regarding the first factor, Frankel updates the 
estimates. The euro effect on intra Euro area trade remains significant, but not higher than the one he had obtained a 
few years ago. It is possible that, in a more distant future, the effects will be much more surprising. However, based on 
his research, Frankel can not state that this will certainly happen. Regarding the country size, the author found no 
tendency of the monetary unions to have more significant effects on smaller countries. 
 
Regarding the endogeneity, Frankel conducts an experiment which had to be as immune as possible to the 
argument of the endogeneity of the choice of forming a monetary union. The experiment concerns the effect of 
transforming the French franc into euro (in 1999) on the bilateral trade between the members of the African Financial 
Community (AFC, fr.   d'Afrique - CFA). The relationship between the AFC currencies and 
the French franc has always had political implications. So the commercial transactions between AFC and France could 
not be attributed to monetary relations. There was no reason for the African countries to wish to be part of an 
arrangement in order to have monetary relations with the European member countries. So, Frankel assumes that if the 
commercial transactions between the AFC member countries and the Euro area countries increase, this suggests an 
euro effect which he calls causal. The dummy variable, which suggests that a partner is an AFC member and the other 
partner is a member of the Eurozone shows a coefficient of 0.57. The conclusion is that the euro has increased trade 
between African and European countries by 76%. Thus, the estimate clearly suggests that the effect on trade is 
substantial, even after correcting the endogeneity. 
 
Therefore, according to Frankel , none of the three factors explains the discrepancy between the recent 
estimates of the euro effects on trade and the previous ones.  
 
However, in terms of size, during 1995-2006, the largest Euro area countries, namely Germany, Italy and France, 
recorded lower growth rates than the other Member States, of around 1.7%, compared to the Euro area average of 
3.7%. One needs to take into account the catching-up effect in this respect. Thus, the growth rate of GDP in Greece 
was 0.8 percentage points higher than the Eurozone average during 1995-2006, although the average GDP per capita 
remains below the Euro area average. However, we must also take into account the effect of the common monetary 
policy on the rates of economic growth in the Euro area countries, as the interest rate set by the ECB has proven to be 
too high for the slow-growing economies that have a low inflation level, such as Germany or Italy, and too low for the 
fast growing countries such as Spain, Ireland or Greece. 
 
Foreign Direct Investment flows may also favor small countries. Given the presence of multinationals and the 
positive role of FDIs, smaller countries may benefit more from trade liberalization since they have the same market 
access as large countries, but sometimes offer more attractive conditions (lower taxes, more flexible regulations, etc.). 
The well-known Irish success proves that small countries might have a competitive advantage in certain 
circumstances. As the report of the European Commission (2005) shows, benefitting from the launch of the EU 
internal market and of the euro, Ireland also took advantage of the effects of globalization, its economy moving from 
the periphery of  to their center. 
 
There are two more explanations for the discrepancy between the initial estimates of the EMU effects on trade and 
the recent ones. First, it is possible that part of the effect of increasing trade was anticipated by other trade facilitation 
measures included in the Single Market program. Before the euro, namely during 1992-1998, the ECB statistics 
suggest a fairly high level of trade integration. Since the measures included in the Single Market program were 
introduced in the Member States at different times and since the way of implementing the EU directives varied from 
state to state, it is difficult to separate the effect of the single currency from the effect of the directives, because they 
occurred during the same period of time. Secondly, given that the intra-area trade had increased significantly during 
the second half of last century, the marginal increase in recent years has naturally been more limited. 
4. Conclusions 
However, for the moment, the gap between the initial estimates of Andrew Rose and what actually happened 
remains a mystery. Maybe time will provide more explanations on this issue. The fact is that trade intensification must 
be considered as one of the successes of the single currency. If Rose had discovered, for example, a 15% effect from 
the very beginning, it would have been considered really significant. But since he estimated more than what was 
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confirmed by reality, the effect of 8-26% seems less important. Rose's estimate remains, however, the starting point 
for further research in a more distant future. Perhaps the Euro area needs much more time for the results of his study to 
find correspondence in the new reality created by this monetary arrangement. 
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